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I. ECONOMIC INDICATORS 


EXCHANGE RATES (AVG) CY 84 CY 85 CY 86 CY 87 
YEMENI RIALS/$ 

Commercial Rate 7,42 8.50 9.75 

Official Rate 6.40 Tene 9.00 


BALANCE OF PAYMENTS Millions of U.S. Dollars * 
Current Account -240 -192 -582.6 
Trade Account -1170 -900 -1313.3 
Exports 10 10 $2.1 
Imports -1180 -919 -1364.4 
Private Transfers 960 600 796.8 
U.S. Exports 42.2 83.8 115.4 
U.S. Market share (%) 3.6 9.3 8.5 
U.S. Economic Aid (FY) 39.6 36.3 37 
U.S. Military Aid 6.4 +9 4 


MONEY AND FINANCE 

Govt. Deficit -620 -535 -731 
Govt. Revenue 873 997 873.4 
Grants Received 85.6 216.2 162 
Total Govt. Expenditure 1493 1532 1604.4 
Money Supply 3431 3605 3460.8 
Currency outside banks 2195 2242 2067.5 
Central Bank Reserves 


at year end 297 432 558 (E) 
INCOME PRODUCTION 


GDP: Current market 

prices, Yemeni rials 24,800 43,500 (E) 
Rate of growth of 

real GDP (%) 3.4 4.8 
Consumer prices % change 

from previous year 15.1 24.6 29.4 21.7 (E) 


Principal U.S. exports to Yemen (1987): Mechanical shovels (for 
the pipeline), agricultural commodities, foodstuffs, farm and light 
industry machinery, technical services. 

Principal U.S. imports from Yemen (1987): Hides and coffee valued 
at $1.4, $1.5, and $4.5 million for 1985, 1986, and 1987, 


respectively. Population: 9 million. Population growth rate 
estimated at 3.5 percent. 


* Commercial and official rates were unified in 1988 and are 
currently YR 9.75 to the U.S. dollar. 


SOURCES: IMF, Central Bank of Yemen, Central Planning Organization, 
and Embassy estimates. 
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II. SUMMARY 


After experiencing some economic difficulties in the past few 
years, the economy of the Yemen Arab Republic appears to have 
stabilized, partially because of the commencement of oil 

exports, and is expected to make modest gains during the next 


few years. Yemen continues to face economic problems common to 
developing nations. 


Yemen has a a recurring shortage of foreign exchange. Nearly 
all goods must be imported, about $1.4 billion in 1987, creating 
a sizable outward flow of foreign exchange. The contraction of 
the Gulf oil economies led to declines in remittances from 
Yemenis working outside Yemen and in donor aid. Due to the 
Iran-Iraq war, substantial Iraqi aid has ended. The discovery 
of oil in 1984 by the Hunt Oil Company created limited 
production still insufficient to meet Yemen’s domestic needs. 


Exploration continues and while existing proven reserves of oil 
and gas will be important to Yemen’s growth and developmert, 
indications are that Yemen’s reserves are quite modest when 
compared with that of Gulf oil producers such as Kuwait or Saudi 
Arabia. A 10,000 barrels per day oil refinery was completed in 
1986 and construction on a pipeline for use in exporting oil was 


finished in the fall of 1987. Oil export operations begin in 
December 1987 and will likely yield about $500 million in 
revenues for the government in 1988, assuming a price of $16 per 
barrel and production levels of 150,000 bpd. 


However, it is important to recall that Yemen is primarily a 
nation of widely dispersed small farmers with agriculture 
employing more than 70 percent of Yemen’s estimated population 
of nine million. Agriculture accounts for the bulk of Yemen’s 
gross domestic product. 


Yemen faces tough but not insurmountable economic problems: 


1) Economic growth rates will remain stable at 3-4 
percent per year, one-half the rate forecast in the 
current and the proposed 5-year development plan; 

2) The Yemeni rial (YR) has stabilized after 
fluctuations in recent years. The average commercial 
exchange rate for 1984 was 5.75 YR to the U.S. 
dollar, compared to rates of 11.86 YR in January 1987 
and 9.75 in June 1988; 

3) The inflation rate is currently estimated at a 
minimum of 13 percent per year while some estimates 
range as high as 35 percent; 

4) Official foreign exchange holdings were estimated at 
$558 million at the end of 1987 versus more than $1.4 
billion in 1980; 
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5) The national budget and the current account continue 
to register sizable deficits; and 

6) Worker remittances plummeted from the 1982 high of 
$1.4 billion to approximately $600 million for 1986 
but improved to nearly $800 million in 1987. 


The Yemeni Government’s economic policy focuses in the near term 
on resolving the foreign exchange problem through reducing and 
controlling imports and by consolidating foreign exchange under 
Central Bank control. Efforts continue to balance the budget 
and to reduce government spending. In a shift from previous 
practice, the government has begun to accept short- and mediun- 
term loans on a concessionary basis to cover its most pressing 
needs. The Embassy’s economic forecast for 1988-89 calls for: 


1) Continued slow growth with increased emphasis on 
agricultural as well as oil development. The 
government will continue to make cautious investments 
in infrastructure improvement. 

2) Use of local labor and resources is encouraged to 
promote internal development and production of import 
substitution goods. 

Private sector investment will be important, but 
import licenses will continue to be restricted to 
priority areas such as foodstuffs and agricultural 
commodities and equipment. Purchases of machinery, 
etc. will be carefully scrutinized, given the foreign 
exchange shortages. Import levels are expected to 
increase from $1.4 billion to $1.6 billion in 1988. 
An austere government budget will reflect these 
restrictions but will likely come under increasing 
pressure to provide a greater quantity and improved 
quality of services. 

Remittances and donor aid will stabilize. 

Minor increases in the labor supply will occur as 


Yemeni workers return home from the Gulf and other 
areas. 


III. CURRENT SITUATION AND TRENDS 


A. Introduction: Yemen faces difficult but manageable problems 
in making the transition to a modern and stable economy. Beyond 
modest oil revenues, mid-term prospects for improved economic 
performance appear limited. Economic growth rates are less than 
expected. The Yemeni Government instituted administrative 
controls affecting the currency such as devaluations, limits on 
imports and controls on commercial banking operations in foreign 
exchange. These controls are expected to be relaxed somewhat 
during 1988. Inflation continues to erode buying power in spite 
of widely flaunted price controls for consumer commodities. 


Import license restrictions have been instituted to control 
foreign 
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exchange imbalances and will likely continue with imports 
expected to increase from $1.4 billion in 1987 to $1.5 or $1.6 
billion in 1988. While import restrictions have effectively 
improved the ratio of income to expenses, they tend to disrupt 
the flow of the economy and generate disequilibria such as price 
gouging and hoarding. Gradual increases in imports are expected 
to relieve pressures created by currency and import 
restrictions. There has also been a tendency to jeopardize the 
efficiency of major projects through market distortions. For 
example, the government’s fixed price system fails to compensate 
for increases in raw material or production costs. The negative 
side includes increased and persistent ad hoc government 
tampering with market mechanisms rather than resolving the 
underlying problems. Smuggling continues and a major source of 
government revenues, customs duties, diminishes. Both the 
government and general public expect these measures to be 
temporary and, in fact, the government expects the next 2 to 3 
years to be a transitionary period to an "open economy." 


B. Economic Structure: Yemen’s economy is composed of formal 
and informal sectors. When combined, the two sectors have a 
total yearly value of slightly more than $5 billion. However, 
the formal economy represents only slightly more than 
three-fourths of this figure at $4.3 billion. The informal 
economy consists of bartering and other exchanges outside the 
statistical base and control of the government. Qat, a small 
bush the leaves of which when chewed yield a mild 
amphetamine-like effect, is widely grown as a cash crop 
producing between $600 million and $1 billion in largely 
unrecorded sales. Another important component of the informal 
economy is the smuggling of goods through borders or coastal 
areas. While accurate statistics are unavailable, estimates are 
that this segment of the economy amounts to more than $1 billion 
in unrecorded imports. While most remittances also entered in 
this informal and unrecorded fashion, the government has made a 
largely successful effort to channel these funds to government 
coffers. Government efforts to stem the inflow of smuggled 
goods have not been as successful. The net result has been the 
creation of a separate market which provides consumer goods as 
the market demands and which results in a net outflow of foreign 
exchange largely outside the government’s control. The 
government has adopted a number of measures designed to curb the 
informal market to bring it under control. While the government 
appears to have made some progress in this area, especially in 
early 1987, it again stresses the temporary nature of controls. 


The formal economy has been primarily a mixed market economy, 
with the government setting limits on economic activity. 
Commerce is conducted primarily by a group of about 20 
entreprenurial families. Numerous small and middle-sized 
businesses fill the gaps. Agricultural activity is the largest 
and most important single component because the bulk of the 


population (more than 70 percent by some estimates) lives in 
rural areas. 
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The government acts as a purchaser of commodities, such as 
wheat, flour, sugar, rice, and cement. This trend will likely 
continue. The government has effectively precluded market 
monopolies in commodities by using a tendering system which 
distributes portions of the tender to several companies. This 
practice has encouraged broad market participation but has also 
generated some inefficiencies. The government monitors the 
prices charged by merchants to preclude unwarranted price 
increases and inflation but the monitoring process is sporadic 
and selective. When price gouging occurs, the government is not 
averse to closing down the shops of violators and levying fines. 


The government manages the economy through a number of 
structures such as the Central Planning Organization, the 
Central Bank, the Ministry of Finance, the Yemen Bank for 
Reconstruction and Development and the Ministry of Economy, 
Supply, and Trade. Still further shifts in organization and 
personnel appear imminent as the government struggles to find a 
management system appropriate to Yemen’s economy. 


The larger Yemeni companies are commonly owned and managed as 
family operations, with family members serving as the heads of 
subsidiary companies. In the past few years, the major Yemeni 
companies have shifted emphasis away from the traditional import 
business to small-scale industrial manufacturing production. 


There has been increased interest in agribusiness development, 
with some of the largest companies receiving development acreage 
from the government. These tracts sometimes amount to several 
thousand hectares and are the focus of considerable economic and 
political interest. The government’s third 5-year plan places 
heavy emphasis on agricultural development and is expected to 
include tax and other incentives for this sector. Typically, 
Yemeni businessmen complain not of the shortage of capital but 
of the lack of investment opportunities and the right advice on 
how to proceed. Foreign exchange controls have severely 
hampered the business community’s capacity to carry out 


investment plans for which they have sufficient local currency 
assets. 


Another notable shift in the economy’s structure is the revenues 
coming available to the government as a result of oil income. 
Oil revenues, estimated initially between $500 and $700 million 
per year, will put more resources at the government’s disposal, 
giving it increasing influence in shaping the economy. Against 
this backdrop of increased revenues, the government has 
unsuccessfully made efforts to reduce its budget and spending 
while simultaneously seeking to widen its sources of revenues 
and improve its methods of collection. Some limited 
infrastructure development will likely be undertaken by the 
government such as construction of dams, roads and 
electrification grids. Additional revenues also will be 
earmarked for meeting current expenditures. And there will be 
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increasing competition among ministries and tribal/regional 

groups for the limited oil revenues. The government has yet 
effectively to encourage private sector investment and risk 

sharing. 


C. Economic Growth: Yemen’s economy has grown about 3 to 4 
percent in recent years and will probably grow at about the same 
rate in 1988-89. However, the government hopes GNP will grow at 
8 percent in 1988. A rate of 3-4 percent indicates a steady 
decline from the estimated high in 1982 of 9.5 percent. 
Excluding gat, agriculture’s share of GDP declined from a peak 
in 1975-76 of 44 percent to 20 percent in 1986. Agriculture’s 
share will probably increase marginally, with the growth rate of 
3 percent. Growth in the industry and service fields increased 
dramatically. The current account deficit, approximately $192 
million in 1986, worsened somewhat in 1987 to $582 million in 
1987. The government succeeded in preventing 1986’s figures 
from matching the high levels reached in 1982 or 1983. 


D. Debt, Reserves, and Exchange Rates: Yemen’s debt-service 
ratio is one of the lowest among developing nations. According 
to the IMF, total debt stood at about $3 billion as of December 
1987. Non military claims are currently estimated at 

$700 million. The total annual debt service payment was 
slightly more than $180 million as of 1987. Yemen, for the 
first time, demonstrated a willingness to increase its use of 
short-term credit but using about $425 million in short- and 
medium- term loans in 1987 compared to $112 million in 1986. 
There has been both a public and private reluctance to mortgage 
Yemen’s future, but there has been a gradual and limited 
acceptance that such loans might be necessary to speed 
development. The Yemeni Government has limited such loans to 
the purchase of commodities such as wheat, flour, sugar, rice, 
and oil as well as spare parts. Some small loans have been 
accepted to accommodate the Central Bank’s temporary foreign 
exchange requirements. Concessionary rates are the norm for 
commodity and project financing. 


Central Bank foreign exchange holdings declined in the early 
1980s, but stabilized between $300 to $400 million. Estimates 
for 1987 indicate some improvement to approximately $558 
million. This amount could cover Yemen’s import requirements 
for approximately 4 months. In part, the improvement comes from 
the Central Bank’s requirement that local banks increase their 
reserve deposits. The Central Bank, through careful and timely 
manipulation of the commercial bank rate, sopped up about $400 
million in foreign exchange from the private market in late 1986 
and early 1987. 


Yemen’s foreign exchange earnings prior to 1988 were derived 
mainly from two sources: the remitted savings of Yemenis 
working abroad (mostly in Saudi Arabia and the Gulf states) and 





foreign loans and grants. Remittances declined from 
approximately $1.4 billion in 1982 to $600 million in 1986 and 
about $800 million in 1987. Donor aid declined from $462 
million in 1982 to approximately $162 million in 1987. Yemen 
exported one load of crude after the pipeline opened in December 
1987 and this raised Yemen’s export levels from $19 million in 
1986 to $51 million in 1987. Yemen had a three-tiered foreign 
exchange rate system made up of an official rate, a commercial 
rate, and a market rate. The official and commercial rates were 
unified in 1988. The market rate is important because it is the 
most flexible, the most difficult for the government to monitor, 
and the most readily available to the population. The 
government has used and continues to use foreign and domestic 
money changers to obtain the equivalent of hundreds of millions 
of dollars primarily in foreign exchange. Although all money 
changers were closed down in 1986, unauthorized but tolerated 
operations have been allowed to exchange rials for hard currency 
at rates 10 to 15 percent higher than the official rage, usually 
for foreign travel or medical care. 


The rial has depreciated against the dollar in recent years, 
with a decline of over 120 percent since 1984. A variety of 
sources, including the IMF, believe the rial is still overvalued 
and should be depreciated another 20 to 30 percent. Yemeni 
officials see little reason to accept the IMF’s advice because 
of the country’s dearth of exports and limited opportunities to 
foster export industries. The government continues to fix and 
enforce the rates. To date, the government has not intervened 
in the market through purchases or sales by the Central Bank to 
support the rial. Given its low level of foreign exchange 
reserves, it is unlikely to be able to perform these types of 
functions in the near future. With the arrival of oil revenues, 
the rial is expected to stabilize. 


E. Oil: Oil exploration and development is crucial to Yemen’s 
economic growth. The discovery of oil in 1984 by the Hunt Oil 
Company, an American firm, led to the establishment of a series 
of concessions. The Hunt Oil Company, along with its partners, 
holds a concession onshore in the eastern desert area. Hunt, 
together with the French company Elf-Acquitane, jointly held an 
area offshore north of Salif until Elf-Acquitane withdrew after 
drilling a dry hole. The Exxon Oil Company’s concession is 
located in the central highlands where it has also drilled one 
dry hole. CFP Total, a French company, also has a concession 
both on- and off-shore and has recently been joined by Texaco. 
They expect to conduct seismic operations in 1988. British 
Petroleum held a concession but has since withdrawn and had its 
concession redistributed. Yemen has approximately 500 million 
barrels of proven reserves as of June 1988, according to the 
government. Exploration continues in Hunt’s concession and 
prospects are good. Experts give Yemen’s oil high marks on 
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quality, noting the absence of impurities that increase refining 
costs. Natural gas has also been discovered in sizable but 
undefined quantities. Plans are being formulated to exploit 
natural gas resources through the addition of LPG refining and 


bottling facilities and its use in power generation and heavy 
industries. 


Refinery capacity consists of one refinery constructed in the 
Marib region by Hunt Oil. The refinery was opened in April 1986 
and is currently operating using crude from the Hunt oil 

fields. It produces approximately 10,000 bpd of refined 
products or slightly less than one-fourth of Yemen’s domestic 
demand of 40,000 to 45,000 bpd. The Yemeni Government has 
indicated an interest in constructing a second, larger, refinery 
and has begun considering pre- qualification design 
requirements. The exact site and capacity requirements have not 
been established and are dependent upon numerous factors to 
include product demand, construction costs, financial 
arrangements, etc. Given recent oil prices, it is more 
economical for Yemen to export crude and import refined products 
than to construct a second refinery, according to the World Bank. 


Hunt, Exxon, and a consortium of three Korean companies led by 
the Yukong Corporation financed the costs of the oil export 
pipeline to permit transport of oil from Hunt’s Marib fields to 
the Red Sea coast for export. The maximum capacity of the 
pipeline is 400,000 bpd, but the pipeline has been fitted with 
pumps to handle 200,00 bpd for the time being. Pumping stations 
are configured to permit the easy installation of additional 
pumps. As of June 1988, initial pumping rages have reached 
175,000 bpd since export operations began in December 1987 and 
are expected to reach 200,000 bpd before the end of 1988. 


F. Yemeni Government Budget Plans: Government planners see the 
next 3 years as a difficult transition period for the economy. 
The broad objectives of the yet to be released third 5- year 
plan focus on agricultural and natural resource (oil, gas, and 
mineral) development. The goal is to increase exports and to 
encourage import substitution. The emphasis will be on using 
Yemeni raw materials and Yemeni labor to increase domestic 
production. However, in order to bridge the next 3 years, 
several economic strategies are envisioned: 1) Reduce imports 
and unnecessary spending by both public and private sectors, 2) 
seek mid-term financing for crucial requirements such as food 
and oil imports, and 3) encourage private sector investment in 
agricultural and industrial development. 


IV. IMPLICATIONS FOR U.S. BUSINESS 
A. Best Prospects: The United States was Yemen’s eighth largest 


trading partner in 1985, fourth in 1986, and third in 1987. 
Yemen’s major trading partners in 1987, in rank order, were 
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Japan, the United Kingdom, the United Sates, the Netherlands, 
Italy, West Germany, and France. Again in rank order, Yemen’s 
major imports are food and live animals, transportation 
machinery and equipment, manufactured goods, chemicals and fuels 
and lubricants. Yemen exports goods to Saudi Arabia, South 
Yemen, and Africa. 


A number of small-to-medium-sized infrastructure projects are 
planned. They typically consist of road construction or 
refurbishment, water or sewage system installations and dam 
construction. Some rural electrification programs are planned. 
In nearly all cases, projects are dependent upon donor 
financing. The government uses tenders for most projects. 
Tender information can be found in most trade journals. 


Yemeni businesses have inquired about a wide variety of American 
products, including agricultural commodities such as wheat, 
flour, poultry feed, lumber, utility poles, fruit juice 
concentrates, rice, vegetable oils, livestock, agricultural and 
irrigation equipment, electrification systems design, equipment 
and management, transportation equipment, pharmaceuticals, 
hospital equipment, household appliances, clothing, footwear, 
wrapping and packaging machines, dairy products, and a wide 
variety of consumer items. Generally, Yemenis are well disposed 
to American products. They frequently cite the quality of 
engineering and design, along with dependability, as reasons for 
favoring American goods. There is individual, corporate, and 
governmental interest in improving and increasing trade with the 
United States. The most frequent criticism is that prices are 
too high relative to Japanese and European sources. The recent 
decline of the dollar against these currencies should eliminate 
this complaint. 


Areas in which American products and services might find a 
market would include: 


1) Agricultural commodities: In 1988, Yemen plans to 
import about 700,000 to 750,000 tons of wheat, 160,000 tons of 
flour, 242,000 tons of sugar, 715,000 tons of cement, 170,000 
tons of poultry feed, 130,000 tons of other feeds, and 66,000 
tons of rice. The dairy industry is just beginning, so herds 
and fodder must be purchased. Using the Department of 
Agriculture’s finance programs, U.S. suppliers have excellent 
opportunities. 


2) Agribusiness and food processing: The government’s 
recent emphasis on agricultural development and import 
substitution has stimulated interest in these areas. Several 
firms are actively seeking to establish "full service" 
agribusinesses capable of providing everything from raw 
materials and equipment to processing, marketing, and technical 
advice. Sales opportunities exist for Yemen’s terrain and 
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agricultural traditions. Poultry and egg processing systems, 
food processing, packaging, refrigeration, and distribution and 
irrigation equipment are also being sought by local businesses. 


3) Water-resource technology: USAID is active in water 
management planning, though direct sales to AID are very 
limited. The best approach to the market is through a 
distributor relationship with a Yemeni partner. Yemeni 
businessmen showed great interest in U.S.-made irrigation 
systems, pumps, and other equipment during a video catalogue 
exhibition held in 1987. 


4) Mining and mineral resource development: Yemen has 
yet to adequately survey, assess and develop its mineral 
resources beyond oil. Opportunities exist for surveys and 
preparation of development plans. Metals believed to be 
commercially exploitable include gold, silver, zinc, nickel, 
lead, and copper. Construction materials such as marble and 
gypsum are also being developed to support Yemen’s construction 
programs. A full range of opportunities exists, from quarrying 
operations to marketing the finished product. 


5) Oil and gas development extraction: Yemen’s oil 
industry, still in its nascent stage, will offer opportunities 
in oilfield servicing, exploration, gas development, and 
offshore operations. 


6) Yemen’s light industries frequently seek sources of 
raw materials such as PVC resins, tin plates, cotton, etc. 


7) Health care equipment and services are receiving 
increased attention. While the market is small, demand for 
medical care is increasing, as is construction of facilities. 


More speculative ventures might focus on: 


1) Information processing: Yemen now makes limited use 
of word processors and computers. Opportunities are available 
in the mini-and micro-mini sizes. U.S. manufacturers of these 
products should take a long-term look at the market’s potential. 


2) Automobile sales, service, and repair: Interest in 
American automobiles was picking up just as import license 
limitations went into effect. The best market prospects are for 
personal vehicles, small trucks or vans, and especially 
four-wheel-drive multipurpose vehicles. 


3) Marketing, sales, and advertising. There has been 
little development of these areas. Advertising has just begun 
but will be increasingly important as competing products hit the 
markets and as consumer sophistication increases. 
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4) Private commercial banking and financial services as 
well as insurance: Yemen lacks institutions capable of handling 
its increasing requirements in these areas. 


B. Host Government Attitude Toward Investment: The Yemeni 
Government encourages investment in the economy. Yemen prefers 
capital investment, especially in hard currencies. There are no 
restrictions on repatriation of profits, but foreign exchange 
problems sometimes develop. Foreigners may own property and 
have recourse to the Yemeni legal system. Beyond the incentives 
available to Yemenis, there are no special incentives to foreign 
investment. There are no known cases of government 
expropriation of foreign property or capital. Investment laws 
are being revised to include incentives for agricultural 
development and diversification. 


Cc. Patterns of U.S. Activities: The full range of business 
arrangements can be found in Yemen. Beyond direct sales, 
private sector opportunities exist for joint ventures, 
licensing, and turnkey deals. Most of these fall into the two 
areas of high government priority -- agribusiness and 
manufacturing import substitution goods. American businesses 
frequently use local agents or distributors; some open offices 
in Yemen, while others operate from neighboring countries. 


D. Obstacles to Investment: A number of obstacles hinder 
foreign investment in Yemen. Yemen lacks financial institutions 
normally associated with investment, and there is no stock 
market. Yemenis shy away from banks, preferring to keep cash in 
their homes. This limits capital circulation and restricts 
loans. Since costs for materials, electricity, labor, land, and 
natural resources are high in Yemen, starting a venture requires 
considerable capital outlay. Per capita income estimates are 
probably underestimated by as much as 85 to 100 percent, thus 
distorting the true potential of the market. 


E. Pending Major Projects: A number of major projects are 
currently underway, or are in the planning stages. These 
include: construction of gas development facilities; road 
construction and refurbishment; construction of several dams, 
irrigation, water, and sewage projects; rural electrification 
projects valued at $250 million; construction of government 
buildings, hospitals, and clinics; construction of a $100 
million cement plant; port improvements at Hodeidah worth $43 
million; and construction of agricultural faculty buildings at 
Sanaa University valued at $22 million. 


F. Conclusion: Yemen is a challenging market for American 
firms. But it is also a new and growing market, with the 
largest population on the Arabian Peninsula. Those willing to 
explore the market will find Yemeni businessmen savvy, friendly 
toward Americans, and well-disposed to American products. 








